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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Natural  Resources  and  Conservation  for 
the  two  fiscal  years  ending  June  30,  2000.  The  report  contains  an  unqualified  opinion  on  the  department's 
financial  schedules.  Included  in  this  report  are  seven  recommendations  to  the  department  concerning 
compliance  with  state  laws  and  policies,  and  accounting  issues.  The  department's  written  response  to  audit 
recommendations  is  included  in  the  audit  report. 

We  thank  the  director  and  his  staff  for  their  cooperation  and  assistance  throughout  the  audit. 


Respectfully  submitted, 


Scott  A.  Seacat 
Legislative  Auditor 
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Report  Summary 


Department  of  Natural 
Resources  and 
Conservation 


This  audit  report  documents  the  results  of  our  financial-compliance 
audit  of  the  Department  of  Natural  Resources  and  Conservation  for 
the  two  fiscal  years  ended  June  30,  2000.   The  previous  audit  report 
contained  eight  recommendations  to  the  department. 

This  report  contains  an  unqualified  opinion  on  the  department's 
financial  schedules.  This  means  the  reader  may  rely  on  the  financial 
information  and  the  supporting  data  on  the  primary  accounting 
records. 


Recommendation  #1 


This  report  contains  seven  recommendations  to  the  department.  The 
department's  written  response  to  the  audit  begins  on  page  B-3.  The 
listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 

We  recommend  the  department: 

A.  Ensure  nontreasury  cash  accounts  are  authorized  by  the 
Department  of  Administration  and  recorded  on  the 
department's  primary  accounting  records. 

B.  Communicate  proper  procedures  to  the  field  offices 
for  establishing  and  maintaining  nontreasury  cash 

accounts    Page  8 


Recommendation  #2 


Recommendation  #3 


Recommendation  #4 


Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  ensure  payments 

received  at  field  offices  are  deposited  in  accordance 

with  state  law  and  policy Page  9 

Department  Response:   Concur.   See  page  B-4. 

We  recommend  the  department  work  with  the  Department  of 
Administration  and  the  Governor's  Office  of  Budget  and  Program 
Planning  to  develop  procedures  to  record  intradepartmental 
transactions  to  ensure  the  accounting  records  are  accurately 
stated Page  10 

Department  Response:  Concur.   See  page  B-4. 

We  recommend  the  department  record  agency  fund 

activity  in  accordance  with  state  accounting  policy Page  11 

Department  Response:  Concur.  See  page  B-4. 
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Recommendation  #5 


We  recommend  the  department  properly  record  revenue 
in  the  accounting  records  by  fiscal  year-end  to  properly 
match  revenue  and  expenditures  in  the  federal  funds.     . 
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Page  vi 


Department  Response:  Concur.  See  page  B-5. 


Recommendation  #6 


We  recommend  the  department  record  the  long-term 
liability  due  back  to  the  state  revolving  fund  program 
for  repayments  of  the  non-point  source  projects.     .  .  . 
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Department  Response:   Concur.  See  page  B-5. 


Recommendation  #7 


We  recommend  the  department  require  recipients  of 
federal  funds  to  certify  that  the  organization  and  its 
principals,  if  any,  are  not  suspended  or  debarred 
as  required  by  federal  regulations 
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Department  Response:  Concur.   See  page  B-5. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Department  of  Nanaral  Resources  and  Conservation  (department)  for 
fiscal  years  1998-99  and  1999-00.   The  objectives  of  the  audit  were 
to: 


1.  Determine  the  department's  compliance  with  applicable  laws 
and  regulations. 

2.  Make  recommendations  for  improvement  in  the  department's 
internal  and  management  controls. 

3.  Determine  if  the  department's  financial  schedules  fairly  present 
the  results  of  its  operations  for  the  two  fiscal  years  ended 
June  30,  2000. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations 

This  report  contains  seven  recommendations  to  the  department. 
Other  concerns  not  having  a  significant  effect  on  the  successful 
operations  of  the  department  are  not  specifically  included  in  this 
report  but  have  been  discussed  with  management.   In  accordance 
with  section  5-13-307,  MCA,  we  analyzed  and  disclosed  the  cost,  if 
significant,  of  implementing  the  recommendations  made  in  this 
report. 

We  evaluated  charges  for  services  for  costs  incurred  in  the  Internal 
Service  Fund  as  required  by  section  17-8-101(6),  MCA  and  found 
the  charges  and  fund  equity  to  be  reasonable  for  the  operations  in 
the  fund. 


Background 
Information 


The  Executive  Reorganization  Act  of  1971  established  a  department 
to  manage  the  state's  naoiral  resources.   In  1995,  the  reorganization 
of  Montana's  namral  resources  and  environmental  agencies  resulted 
in  the  current  Department  of  Namral  Resources  and  Conservation. 
The  mission  statement  of  the  Montana  Department  of  Natural 
Resources  and  Conservation  is: 


"To  help  ensure  Montana's  land  and  water  resources 
provide  benefits  for  present  and  future  generations." 
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Department 
Organization 


The  department  executes  its  mission  by  promoting  the  stewardship 
of  Montana's  water,  soil,  forest,  and  rangeland  resources  and 
regulating  forest  practices  and  oil  and  gas  exploration  and 
production. 

The  department  employs  nearly  500  people  in  Helena  and  its  40  field 
offices  throughout  the  state.   The  department  is  organized  into  the 
following  divisions  and  commissions. 

Central  Services  Division  (41  FTE)  provides  administrative  and 
operational  support  to  all  divisions.   The  division  coordinates  the 
fiscal  bureau,  information  technology  bureau,  personnel  bureau,  and 
purchasing  bureau  to  provide  this  support.   Fiscal  services  include 
financial  activities  and  trust  revenue  collection  and  distribution,  as 
well  as  bond  and  loan  accounting.   The  division  also  produces 
publications  and  graphic  materials  for  educational  and  informational 
purposes. 

Conservation  and  Resource  Development  Division  (22  FTE) 
provides  technical  and  financial  assistance  to  local  governments, 
state  agencies,  and  private  citizens  for  the  conservation, 
development,  protection,  and  management  of  the  state's  natural 
resources.   The  division  consists  of  the  Conservation  Districts 
Bureau,  Financial  Development  Bureau  and  the  Resource 
Development  Bureau.   The  Conservation  Districts  Bureau  is 
responsible  for  assisting  Montana's  58  conservation  districts  and  27 
grazing  districts.   The  Financial  Development  Bureau  is  responsible 
for  preparing  and  managing  the  cash  flow  of  the  division's 
programs.   The  bureau  also  issues  loans  to  borrowers  and  manages 
the  financial  administration  of  Montana's  Water  Pollution  Control 
State  Revolving  Fund  and  Drinking  Water  State  Revolving  Fund 
loan  programs.   The  loan  portfolio  through  FY  2000  exceeded  $150 
million.   The  Resource  Development  Bureau  administers  several 
grant  and  loan  programs  and  provides  assistance  to  conservation 
districts  for  the  administration  of  water  reservations.   These 
programs  include  reclamation  and  development  grants,  renewable 
resource  grants  and  loans,  treasure  slate  endowment  loans, 
conservation  district  water  reservations  and  irrigation  development. 
The  Renewable  Resource  Public  Loan  Program  makes  loans  to 
communities  for  renewable  resource  projects  (dam  rehabilitation  and 
irrigation  system  improvements)  and  has  approximately  $49  million 
in  outstanding  loans  as  of  June  30,  2000.   The  State  Wastewater 
Revolving  Fund  Loan  program  provides  low  interest  loans  to 
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communities  to  fund  wastewater  treatment  projects.   The  outstanding 
loans  at  June  30,  1999,  were  in  excess  of  S55  million. 

Foresti7  Division  (168  FTE)  protects  Montana's  natural  resources 
from  wild  fires  through  regulation  and  partnerships  with  federal, 
state,  and  local  agencies  and  helps  Montanans  achieve  land 
stewardship  and  compliance  with  state  forestry  laws.   This  division's 
headquarters  are  located  in  Missoula.   The  division  provides  fire 
suppression  services,  staffing  65  engine  companies  and  5  helicopters 
to  provide  direct  protection  of  5. 1  million  acres.   In  addition,  the 
division  provides  secondary  fire  protection  responsibility  for  an 
additional  45.3  million  acres  of  state  and  privately-owned  non- 
forested  land  through  the  State/County  Cooperative  Fire  Protection 
program.   The  division  operates  a  nursery  to  provide  stock  for 
shelter  belts,  windbreaks,  wildlife  habitat  improvement  and 
reclamation,  and  reforestation  of  state  and  public  lands.   Nursery 
sales  in  fiscal  year  2000  were  approximately  740,000  plants 
generating  $272,142  in  revenue.   Forestry  also  regulates  forest 
practices  and  wildfire  hazards  created  by  logging  or  other  forest 
management  operations  on  state  and  private  lands. 

Oil  and  Gas  Conservation  Division  (20.5  FTE)  prevents  waste  and 
provides  for  the  conservation  of  crude  oil  and  natural  gas  through 
regulation  of  exploration  and  production. 

The  Board  of  Oil  and  Gas  Conservation  has  seven  members  and 
administers  the  Montana  oil  and  gas  conservation  laws  through  its 
main  office  in  Billings.   The  board  issues  drilling  permits,  classifies 
wells,  and  establishes  well  spacing  units.   The  Board  also  inspects 
drilling,  production  and  seismic  operations  and  investigates 
complaints.   Engineering  studies  are  conducted  to  collect  and 
maintain  well  data  and  production  information.   The  Board  operates 
the  federal  Underground  Injection  Control  Program  for  injection  or 
disposal  wells  to  protect  underground  sources  of  drinking  water. 

Reserved  Water  Rights  Compact  Commission  (12  FTE)  is  comprised 
of  nine  commissioners  who  negotiate  water  rights  settlements  with 
Indian  Tribes  in  Montana  and  federal  agencies  claiming  rights  within 
the  state  to  establish  formal  agreements  on  the  amount  of  water  to  be 
allocated  to  each  interest.   Its  staff  provide  support  services  such  as 
historical  and  legal  research  and  analysis  of  soils,  vegetation,  and 
hydrology. 

Trust  Land  Management  Division  (124  FTE)  is  responsible  for 
managing  the  state's  trust  land  resources  to  produce  revenues  for  the 
trust  beneficiaries  while  considering  environmental  factors  and 
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protecting  the  future  income-generating  capacity  of  the  land. 
Approximately  $13.8  million  in  revenues  were  generated  in  2000 
from  the  management  of  the  agricultural  and  grazing  resources  of 
state  trust  lands.   The  department  also  manages  other  state  land 
resources  such  as  timber  sales  ($10.6  million),  mineral  management 
($1 1.6  million),  and  special  uses  ($2.3  million).   The  major 
beneficiary  is  Montana's  public  schools,  as  well  as  other  endowed 
institutions. 

Under  the  direction  of  the  State  Board  of  Land  Commissioners,  the 
director  administers  the  state  trust  land  management  functions  vested 
in  the  department.  The  Board  oversees  the  administration  of  state 
trust  land,  making  decisions  as  directed  by  the  Montana 
Constitution.   The  Board  is  comprised  of  five  elected  officials 
including  the  Governor,  Superintendent  of  Public  Instruction, 
Secretary  of  State,  Attorney  General,  and  State  Auditor. 

Water  Resource  Division  (11 2. 5  FTE)  strives  to  provide  the  most 
benefit,  through  the  best  use,  of  the  state's  water  resources  for  the 
people  of  Montana.   The  division  administers  state-owned  water 
resources  projects,  water  rights,  and  water  reservations.  Its  activities 
include  interstate  coordination  of  water  issues,  centralized  water 
rights  record  keeping,  state  water  planning,  dam  safety,  floodplain 
management,  and  drought  planning.   The  Tongue  River  Dam 
rehabilitation  project,  budgeted  for  $48  million,  was  completed  in 
July  of  1999  with  a  total  cost  of  $46.3  million.   The  division  also 
operates  the  Broadwater  Power  project  to  maximize  revenues  from 
the  sale  of  electricity. 

The  division  provides  administrative  support  to  the  Board  of  Water 
Well  Contractors,  which  establishes  minimum  well  construction 
standards  and  licenses  well  drillers. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  performed  an  audit  of  the  depanment  for  the  two  fiscal  years 

Recommendations  ended  June  30,  1998.   The  report  contained  eight  recommendations. 

The  department  concurred  with  seven  of  the  recommendations  and 
did  not  concur  with  one.   Of  the  eight  recommendations,  the 
department  implemented  six  and  partially  implemented  two  of  the 
recommendations. 

One  of  the  partially  implemented  recommendations  deals  with 
licensing  requirements  for  portable  sawmills  and  the  department  is 
preparing  legislation  to  bring  before  the  2001  Legislature.   The 
other  partially  implemented  recommendation  relates  to  deposits  from 
trust  land  management  offices  and  is  included  again  in  this  report 
(page  9). 
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Findings  and  Recommendations 


Cash  Handling  Procedures 


As  part  of  our  audit,  we  traveled  to  several  Department  of  Natural 
Resources  and  Conservation  field  offices.   The  field  offices  included 
six  regional  water  resource  offices,  four  area  trust  land  management 
offices,  six  unit  trust  land  management  offices,  the  Forestry  Division 
headquarters,  the  Oil  and  Gas  Conservation  Division  headquarters, 
and  the  State  Nursery.   We  noted  the  following  issues  relating  to 
cash  accounts  and  deposit  procedures. 


Nontreasury  Cash 
Accounts 


According  to  the  Montana  Operations  Manual  (MOM) 
section  2-1900.20,  the  Department  of  Administration  may  authorize 
state  agencies  to  hold  funds  outside  the  state  treasury  to  use  as  cash 
change  accounts,  imprest  cash  accounts,  revolving  cash  accounts,  or 
custodial  cash  accounts.   Each  department  is  responsible  for 
establishing  adequate  controls  related  to  the  nontreasury  accounts 
and  ensuring  the  proper  amount  is  recorded  on  the  state's  primary 
accounting  records. 


Four  of  the  19  field  offices  we  visited  maintained  cash  accounts  that 
have  not  been  properly  approved  by  the  Department  of 
Administration  or  recorded  on  the  state's  primary  accounting 
system.   Section  2-1920.00  of  the  MOM  documents  the  procedures 
for  establishing,  increasing,  or  decreasing  cash  accounts.   The  field 
offices  maintaining  the  cash  accounts  are  not  following  state  policy 
as  it  relates  to  these  funds.   In  addition,  department  personnel  are 
not  properly  recording  copy  fee  revenues  for  cash  coming  into  the 
account  or  expenditures  for  payments  from  the  account. 

These  cash  accounts  consist  primarily  of  monies  collected  from  copy 
fees.   The  accounts  are  used  to  give  change,  make  minor  purchases 
for  postage,  maps  or  other  minor  expenses.   In  one  instance,  the 
account  is  replenished  to  an  individual  by  submitting  the  expenses  on 
an  expense  voucher.   The  individual  then  replenishes  the  account. 
According  to  state  policy,  the  account  should  be  replenished  by 
submitting  invoices  and  receiving  warrants  made  payable  to  the 
department.   Department  persoimel  at  these  field  offices  were  unsure 
about  when  the  cash  accounts  originated.  The  department  should 
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ensure  that  field  office  cash  accounts  are  properly  authorized  and 
maintained. 


Recommendation  ffl 

We  recommend  the  department: 

A.  Ensure  nontreasury  cash  accounts  are  authorized 
by  the  Department  of  Administration  and  recorded 
on  the  department's  primary  accounting  records. 

B.  Communicate  proper  procedures  to  the  field  offices 
for  establishing  and  maintaining  nontreasury  cash 
accounts. 


Deposit  Procedures 


The  department  collects  cash  and  checks  for  various  fees  and 
permits.   Section  17-6-105,  MCA,  requires  state  agencies  to  make 
deposits  when  the  total  coin  and  currency  collected  exceeds  $100  or 
total  collections  exceed  $500.   Deposits  must  be  made  at  least 
weekly.   State  policy  requires  that  payments  collected  at  the  field 
offices  be  deposited  in  a  local  bank  account  which  has  been 
established  as  an  approved  depository  by  the  Department  of 
Administration,  Treasury  Bureau.   This  policy  was  designed  to 
enhance  internal  controls  over  collections,  to  facilitate  timely 
deposit,  and  to  reduce  the  risk  of  loss. 


Water  Resources  and  Oil 
and  Gas 


As  previously  noted,  we  traveled  to  six  regional  water  resource 
offices  and  the  Oil  and  Gas  Conservation  Division  headquarters 
during  the  audit.   The  offices  collect  various  license  and  permit  fees. 
Based  on  our  review  of  deposits  at  the  offices  visited,  we  noted  four 
offices  did  not  make  deposits  as  required  by  state  law.    Department 
personnel  stated  they  make  deposits  every  Friday  regardless  of  the 
amount.   Deposits  we  reviewed  ranged  from  $200  to  $1,700. 
Agency  personnel  indicated  this  is  the  procedure  they  have  always 
followed. 
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Trust  Land  Management 


The  Trust  Land  Management  Division  maintains  various  field  offices 
throughout  the  state.  The  division  is  responsible  for  collecting  the 
various  revenues  produced  from  state  trust  lands.   These  revenue 
sources  include  mineral,  forestry,  grazing,  and  agricultural  leases 
and  royalties.  As  a  matter  of  convenience  for  the  lessees,  the  field 
offices  collect  some,  but  not  all  payments  from  lessees.   Department 
officials  noted  that  payments  received  by  the  area  and  unit  offices, 
whether  in  checks  and/or  cash,  are  mailed  to  the  Centralized 
Services  Division  in  Helena,  for  deposit  and  processing.   Mailing  of 
payments  to  Helena  for  processing  is  not  in  compliance  with  state 
policy.   In  the  previous  audit,  we  noted  this  same  concern  with  the 
collections  from  the  trust  land  field  offices. 


Department  personnel  noted  the  trust  land  management  database  is  not 
set  up  to  facilitate  making  deposits  locally.  The  department  requested 
and  received  funding  from  the  1999  Legislature  for  a  new  trust  land 
management  system.  The  department  currently  is  in  the  process  of 
developing  a  request  for  proposal  for  the  new  system  and  plans  to  have 
a  contract  awarded  during  fiscal  year  2000-01 .  Department  personnel 
noted  the  new  system  will  provide  the  capability  to  account  for  funds 
locally  by  the  field  offices. 


Recommendation  ffl 

We  recommend  the  department  ensure  payments 
received  at  field  ofTices  are  deposited  in  accordance  with 
state  law  and  policy. 


Grant  Activity 


The  legislature  authorized  the  department  to  make  grants  for 
designated  projects  under  the  reclamation  and  development  grants 
program.   The  legislature  prioritizes  these  projects  for  funding 
purposes.  Several  of  the  grants  are  to  state  agencies,  including 
DNRC. 


The  department's  Conservation  and  Resource  Development  Division 
(CARDD)  administers  this  grant  program.   We  noted  the  Oil  and 
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Gas  Conservation  Division  (OGCD)  receives  grants  from  the 
program.   When  the  CARDD  awards  a  grant  to  the  OGCD,  an 
expenditure  for  grants  from  state  resources  is  recorded  in  the 
CARDD  account  and  a  revenue  in  the  OGCD  account.   When  the 
OGCD  pays  a  vendor  or  contractor,  they  also  record  expenditures. 
This  does  not  comply  with  state  law.   Section  17-2-107,  MCA,  notes 
the  Department  of  Administration  shall  adopt  the  necessary 
procedures  to  ensure  that  interdepartmental  or  intradepanmental 
transfers  of  money  or  loans  do  not  result  in  inflation  of  figures 
reflecting  total  governmental  costs  and  revenue. 

Due  to  recording  expenditures  in  this  manner,  expenditures  are 
overstated  by  $764,221  in  the  Special  Revenue  Fund  in  fiscal  year 
1998-99.   Department  personnel  stated  they  record  the  transactions 
in  this  manner  for  tracking  purposes.   In  addition.  Management 
Memo  2-98-1,  issued  by  the  Governor's  Office  of  Budget  and 
Program  Planning,  instructs  them  to  record  the  transactions  this 
way. 


Recommendation  ffi 

We  recommend  the  department  work  with  the 
Department  of  Administration  and  the  Governor's 
Office  of  Budget  and  Program  Planning  to  develop 
procedures  to  record  intradepartmental  transactions  to 
ensure  the  accounting  records  are  accurately  stated. 


Agency  Fund  Activity 


Generally  accepted  accounting  principles  (GAAP),  and  state 
accounting  policy  define  fiduciary  funds  as  trust  and  agency  funds 
used  to  account  for  assets  held  by  a  governmental  unit  in  a  trustee 
capacity  or  as  an  agent  for  others.   An  Agency  Fund  is  one  type  of 
fund  within  the  fiduciary  fund  type.   Agency  Funds  are  custodial  in 
nature  and  do  not  involve  measurements  of  revenue  and  expenditure 
activity.   Agency  Funds'  assets  must  be  equally  offset  with  related 
liabilities. 
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During  fiscal  year-end  1998-99,  revenues  and  expenditures  of 
$26, 111  in  the  non-trust  lands  agency  fund  account  were  reported  in 
the  accounting  records.   The  department  records  lease,  rental,  and 
royalty  activity  on  non-trust  lands  owned  by  other  state  agencies  and 
records  investment  activity  from  protested  oil  and  gas  royalties  in 
the  protested  oil  and  gas  royalty  agency  fund.   In  fiscal  year 
1999-00,  the  department  recorded  $59,906  of  revenue  and 
expenditure  activity  in  the  non-trust  lands  and  protested  oil  and  gas 
royalties  agency  fund  accounts. 

Department  personnel  indicated  that  nominal  activity  in  the  agency 
fund  is  allowable  per  the  Montana  Operations  Manual  that  provides 
guidance  on  how  transactions  are  to  be  recorded  on  the  accounting 
records.   However,  on  an  annual  basis,  the  Department  of 
Administration  instructs  agencies  on  fiscal  year-end  procedures. 
These  procedures  include  instructions  for  the  proper  accounting  in 
agency  funds,  which  does  not  include  the  recording  of  revenue  and 
expenditure  activity. 


Recommendation  #4 

We  recommend  the  department  record  agency  fund 

activity  in  accordance  with  state  accounting  policy. 


Accounting  Issues 


State  law  requires  the  presentation  of  the  receipt,  use  and  disposition 
of  all  public  money  on  the  accounting  records  by  fiscal  year-end,  in 
accordance  with  generally  accepted  accounting  principles  (GAAP). 
The  Department  of  Administration  issues  accounting  policies  to 
ensure  state  accounting  policy  complies  with  GAAP.   The  following 
sections  identify  areas  where  there  were  exceptions  to  the  proper 
recording  of  activity  on  the  accounting  records  by  fiscal  year-end. 
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Revenue  Recognition 


The  department  did  not  record  the  proper  amount  of  revenue  in 
certain  federal  special  revenue  accounts  by  June  30,  2000,  as 
required  by  state  accounting  policy.   At  June  30  the  federal  funds 
relating  to  the  Tongue  River  Dam  project  and  the  Tongue  River 
Tribal  loan  reported  over  $1  million  in  deferred  revenue.   In  order 
to  properly  match  revenues  with  expenditures,  the  department 
should  have  recognized  nearly  $700,000  of  revenue  and  reduced 
deferred  revenue  by  the  same  amount.   As  of  November  2000,  the 
department  had  recognized  $73,961  of  this  revenue. 


With  the  implementation  of  a  new  accounting  system  in  fiscal  year 
1999-00  and  a  first  time  closing  process  with  the  new  system, 
department  personnel  indicated  the  revenue  recognition  was 
overlooked  at  fiscal  year-end.   Timely  review  of  the  general  ledgers 
could  have  detected  or  prevented  this  error.  The  department  should 
review  the  general  ledger  at  fiscal  year-end,  specifically  the  federal 
funds,  to  determine  the  proper  amounts  of  revenue  to  report  in  the 
accounting  records. 


Recommendation  #5 

We  recommend  the  department  properly  record 

revenue  in  the  accounting  records  by  fiscal  year-end  to 

properly  match  revenue  and  expenditures  in  the  federal 

funds. 


Bond  Liabihty 


During  fiscal  year  1999-00,  the  department  began  the  non-point 
source  loan  program  where  loans  are  made  under  the  Renewable 
Resource  Act  to  private  persons  to  finance  certain  water  projects. 
During  the  fiscal  year,  there  were  two  bond  resolutions  for  a  total  of 
$3.25  million  relating  to  taxable  general  obligation  renewable 
resource  program  bonds.   These  resolutions  authorize  loans  to  be 
made  from  the  Renewable  Resource  Loan  Program  to  private 
concerns  for  eligible  non-point  source  pollution  control  projects. 
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To  record  this  activity,  the  department  transfers  money  out  of  the 
state  revolving  fund  principal  account  through  several  loan  and  bond 
accounts  and  into  the  debt  service  renewable  resources  fund.   This 
fund  records  the  loans  to  the  private  persons,  the  loan  repayments, 
and  the  semi-annual  payments  back  to  the  state  revolving  fund 
principal  account.   Although  the  transfers  between  accounts  and 
long-term  notes  and  loans  receivable  are  properly  recorded,  there  is 
not  a  liability  recorded  for  the  amount  due  back  to  the  state 
revolving  fund  principal  account.   The  outstanding  loan  balance  as 
of  June  30,  2000,  was  $1,081,856.  This  liability  is  long  term  in 
nature  and  should  be  recorded  in  the  Long-Term  Debt  Group  as  a 
long-term  payable. 


Recommendation  #6 

We  recommend  the  department  record  the  long-term 
liability  due  back  to  the  state  revolving  fund  program 
for  repayments  of  the  non-point  source  projects. 


Federal  Compliance 


The  depanment  administers  the  Clean  Water  State  Revolving  Fund 
(CWSRF)  and  Drinking  Water  State  Revolving  Fund  (DWSRF). 
These  programs  are  jointly  administered  with  the  Department  of 
Environmental  Quality.  We  tested  the  department's  compliance  with 
significant  federal  requirements  of  these  programs.  The  following 
section  discusses  how  the  depanment  could  improve  procedures  to 
comply  with  federal  requirements. 


Suspension  and  Debarment 


The  department  does  not  require  loan  applicants  to  certify  that  they 
are  not  suspended  or  debarred  from  participating  in  federal 
assistance  programs  before  approving  them  for  loans  under  the 
federal  Clean  Water  or  Drinking  Water  State  Revolving  Fund 
programs.   Federal  regulations  prohibit  the  state  from  using  federal 
assistance  moneys  to  provide  loans  to  entities  that  are  suspended  or 
debarred  by  federal  authorities.   The  regulation  requires  the  state  to 
obtain  the  certification  in  writing  from  the  entity  that  the 
organization  and  its  principals  are  not  suspended  or  debarred  before 
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using  federal  funds  for  grants,  contracts,  or  loans.   The  state  may 
rely  upon  the  certification  unless  it  knows  the  certification  is 
erroneous. 

Department  personnel  indicated  the  loan  agreement  already  requires 
that  successful  loan  applicants  agree  to  comply  with  all  applicable 
federal  regulations.   They  were  unaware  that  a  more  specific 
certification  is  required  for  suspension  and  debarment. 


Recommendation  #7 

We  recommend  the  department  require  recipients  of 
federal  funds  to  certify  that  the  organization  and  its 
principals,  if  any,  are  not  suspended  or  debarred  as 
required  by  federal  regulations. 


Page  14 


Independent  Auditor's  Report 
&  Agency  Financial  Schedules 


Page  A-1 


Page  A-2 


LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Noithey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Propeny  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of 
the  Department  of  Natural  Resources  and  Conservation  for  each  of  the  fiscal  years  ended  June  30,  1999 
and  2000.   The  information  contained  in  these  financial  schedules  is  the  responsibility  of  the 
department's  management.   Our  responsibility  is  to  express  an  opinion  on  these  financial  schedules 
based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosure  in  the  financial  schedules.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the 
results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Natural  Resources  and 
Conservation  for  each  of  the  fiscal  years  ended  June  30,  1999  and  2000,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 

Respectfully  submittei 


MtVY^~<^ 


submitted.^    ^ 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  15,  2000 


State  Capitol,  Room  160.  PO  Box  201705  Helena  MT  59620-1705 
Phone  (406)444-3122  FAX  (406)444-9784  E-Mail  lad@state.mt.us 
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DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  TOTAL  EXPENDITURES  i  TRANSFERS-PUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  2000 


PROGRAM  (SUB-CLASS)  EXPENDITURES  i  TRANSFERS-OUT 

PERSONAL  SERVICES 
SALARIES 

OTHER  COMPENSATION 
EMPLOYEE  BENEFITS 
PERSONAL  SERVICES-OTHER 
Tool 

OpSfWIQ  Ej<|J0II505 

Other  Sefvic«s 
Si<x>*es  &  Matenals 
COMMUNICATIONS 
TRAVEL 

Ren 

UTILITIES 

REPAIR  i  MAINTENANCE 

OTHER  EXPENSES 

Tool 


(26.561) 


560.662 


3.674.635 


Reserved 

Program  (Sub- 

Trust  Land 

Oil  S  Gas 

Conservation/ 

Water 

Water  Rigtits 

Class)  Not 

Management 

Centralized 

Conservation 

Resource  Dev, 

Resources 

Compact 

Specified  (1) 

Services 

Division 

Division 

Division 

Commission 

Forestfv 

Total 

S        1.388.005 

$           525.210 

$            718,179 

$         3,647.168 

$              398,505 

$         10,013,386           ! 

5           16,690.453 

5.600 

606 

522 

3,430 

10.158 

333.807 

138.943 

180,320 

946.372 

97,306 

2,354,990 

4.051.738 

(5.163) 
(5.163) 

(5.163) 

1.721.812 

669.753 

899.105 

4.594.062 

499,241 

12,368.376 

20,747,186 

209.111 

$            (27.972) 

224.341 

246.123 

394.819  . 

2.491.672 

91.175 

4,511,062 

8,140,331 

21.379 

4.158 

83.673 

46.133 

82.705 

284,286 

laOOT 

1,464,411 

2,002,752 

105 

249 

52,895 

35,362 

39,388 

148,061 

8,896 

288,550 

573,508 

208 

556 

31.136 

35,207 

100,093 

169,812 

34.340 

252,924 

624,277 

ISO 

540 

130.975 

15,881 

44.450 

394,776 

30.107 

1,108,935 

1.725.814 

(2.897) 

16.632 

9,281 

4,011 

8,667 

4.0O1 

128,046 

167.741 

410 

1.780 

12,616 

5,061 

31,080 

3,414 

1,077,380 

1.131.741 

53.734 

(1.605) 

19230 

15,683 

31,989 

146,281 

7,196 

240,777 

513.285 

Equipmert  &  intangiUe  Assets 
Eguvxnent 
Tool 


48.349 


CAPITAL  OUTLAY 
LAND  t  INTEREST  IN  LAND 
ToU 


LOCAL  ASSISTANCE 
FROM  STATE  SOURCES 
Total 

GRANTS 
FROM  STATE  SOURCES 
FROM  FEDERAL  SOURCES 
ToBI 

BENEFITS  t  CLAIMS 
TO  INDIVIDUALS 
Total 


221.000 

221.000 

2,344,727 

2.344,727 

1.600,977 

1,600,977 

105,608 
97,832 


2,998241 
97.832 


1.600.977 


TflANSFERS 
ACCOUNTING  ENTTTY  TRANSFERS 
Toa 


10^54^.5^1 

105.542.ai 


Debt  Service 
BONDS 
LOANS 


INSTALLMENT  PURCHASES 

ion 

Total  ProgiBm  Ej^iendnures  &  Translers-Out 

PROGRAM  EXPENDITURES  i  TRANSFERS-OUT  BY  FUND 

General  Fixid 
Specal  Revenue  Fixxl 
DetnServce  F^vid 
Capiat  Prefects  Find 
imemal  Service  Fuid 
Agency  Fund 

Nonexpendable  Tnisi  Fixxl 
Totel  Program  Ei^iendilures  &  Transfers-Out 

Less     Nonbuogeied  Enpendm^es  &  Transfers-Out 

Pnor  Year  Sypenntxte^  &  TransfervOut  Adjustments 
Acual  Budgeted  EipencMures  i  Tiar>sfers-Out 
Budget  Authority 
unspent  Budget  AuVnrty 

UNSPSfT  BUDGET  AUTVORrrV  BY  FUND 


8.379.189 


115294.844 
(16.404) 


26.955 
0 


(26.955) 


0 
126.561) 


0 


2.831.322 
3.016.165 


1.113.717 


0 
(6.412) 


1.122.129 
2,022.493 


115.305.395 

i 

(26.561) 

% 

2.830.380 

$ 

1.113,717 

$ 

5,949,151 

35.729.355 
12.961.712 

% 

1.077 
(27.638) 

i 

2.502.308 
328.072 

$ 

1.113.717 

s 

3.010.823 
2,938,328 

(4.444) 

59.906 

66.558.866 

0 
(24,994) 


5,974,145 
13.353.803 
7.379,658 


376.342 

376.342 
t         8,878,672  $ 


0 


8.886205 
1 1 .705.803 
2.819.598 


694.379 


$         5.739218  $  644.379 

3,139.454  50.000 


0 
167 


69«212 
826.617 


65 

15,110 


22.467220 
24.094.979 


8.511.666 

376.342 

13.817 

1.103.760 

10.005.585 


10.773273 

S     2267.108.078 

10.771.018 

54.042.306 

12.961.712 

588 

588 

937.516 

933,072 

59,906 

66,558,866 

157227.528 

115294,909 

(69,569) 

42,002.188 

55.021.860 

$  13.019.672 


General  Fixid 
Spwal  Revenue  Find 
Caprtai  Protects  Fund 
iraemal  Service  Ft«) 
Un6peni  Budget  Autnonty 


(26.955) 


^''V^***"  P"««"<'  *W"  »<«  Statewide  Acc«»>Dng.  Budgeting,  and  Human  Resources  System  (SABHRS)  without  adiustmem 

Addaonol  rtwmabon  a  provKJed  m  the  notes  to  the  fnanoal  schedules  begrning  on  page  A-l  l 

(1)  See  note  4  on  page  A- 13 

C2|  Tn*i  Land  Management  Omsnn  arratt  year  aceviiy  was  cotrtwied  and  repotted  under  the  Fotesiry  Program  (subclass) 


33.418 
151.425 


S  78.722 

$  900.364  7.300.936 


s 

26.362 

$ 

34.405 

$ 

47.866 

S 

220,773 

2,793.236 

100.000 

1.572.820 
56 

12,791.826 
56 

$~ 

7.017 
1.627,759 

%~ 

7.017 

$ 

2.819.598 

$ 

134.405 

13.019.672 
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Trust  Funds 


Trust  Land 

Management 

Division 


PROGRAM  EXPENDITURES  &  TRANSFERS-OUT 


DEPARTMENT  OF  NATURAL  RESOURCES  AND  CONSERVATION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1999 


Centralized 
Services 


Oil  &  Gas 

Water 

Conservation 

Conservation/Resource 

Resources 

Division 

Dev  Division 

Division 

Reserved  Water 

Rights  Compact 

Commission 


Forestry 


Total 


Personal  Services 
Salaries 
Hourly  Wages 
Other  Compensation 
Employee  Benefits 
Personal  Services-Other 
Total 


3,587,237 
164,738 


979,328 


4,731,303 


1,305,609 


315,572 


1,621,181 


484,603 

5,150 
126,096 


626.140 


475 
160,044 


615,849 


786,659 


3,518,823 


300 
922,089 


4.441,212 


369,821 


4,035 
90,764 


464,620 


4,242,393 
1,849,941 

1,340,519 

(2,288) 

7,430,565 


14,134.626 

2.014679 

9.960 

3.934.412 

(2,268) 

20,091  389 


Operating  Expenses 
Ottier  Services 
Supplies  &  Matenals 
Communicatioos 
Travel 
Rent 
Utilities 

Repair  &  Maintenance 
Other  Expenses 
Total 


26,111 


26,111 


1,284,817 

202.357 

1,430,957 

319,686 

38,898 

29,652 

76.564 

29,169 

31.709 

101,691 

17,281 

23.023 

340,510 

124,243 

13,136 

26,162 

14.612 

9.973 

78.427 

5,660 

12.857 

119,071 

43,113 

12.280 

2.346.928 


475.333 


1.563.587 


41 1 .563 

12,126,235 

27.498 

243,502 

26.167 

169,924 

70.255 

152.250 

37.340 

352,753 

3.516 

11,349 

4.745 

132,617 

4,522 

642,193 

585,606 


13,830.823 


16,908 

6.139,868 

21.612  705 

12,404 

1 ,049,430 

1.721,070 

10,219 

200,116 

543.868 

47,374 

188,921 

600.795 

29,696 

943,932 

1,841610 

3,516 

109,436 

178  564 

3,507 

729.777 

967,590 

3.228 

82.715 

933.233 

126,852 


9.444,195 


28,399435 


Equipment  &  Intangible  Assets 
Equipment 
Intangible  Assets 
Total 


75.239 


75,239 


23.511 


23,511 


19,259 


19,259 


5.783 


5.783 


292.228 


292,228 


416  020 
0 


416,020 


Capital  Outlay 
Land  &  Interest  In  Land 
Total 


1,122 


1.122 


22,550 


22,550 


23.672 


23.672 


Local  Assistance 
From  State  Sources 
Total 


125,000 


125,000 


125  000 


125  000 


Grants 
From  Slate  Sources 
From  Federal  Sources 
Total 


560.578 


560,578 


4,823,463 


4,823,463 


1 1 ,400 
15.630 


27.030 


5,395.441 

15,630 

5,411,071 


Transfers 
Accounting  Entity  Transfers 
Total 


54,025,142 
54.025,142 


29.044,237 


29,044.237 


97.769 


97.769 


343.419 


343,419 


83,510,567 
83,510567 


Debt  Service 
Bonds 
Loans 
Leases 
Total 

Total  Expenditures  &  Translers-Out 

EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

General  Fund 
Speaal  Revenue  Fund 
Debt  Service  Fund 
Capital  Protects  Fund 
Internal  Service  Fund 
Agency  Fund 

Nonexpendable  Trust  Fund 
Total  Expenditures  &  Transfers-Out 

Less:      Nonbudgeted  Expenditures  &  Transfers-Out 

Pnor  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Autftonly 
Unspent  Budget  Auttxjnty 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 


54,051,253 


4,781 


4,781 


7,159,373 


2,680,603 


2,198,695  $ 


8,341,030 


8,341,030 


43,705,995 


552,615 
79,129 


631,744 


19,056,911 


591,472 


18.803 


18,803 


17.529.210 


8.893645 
79  129 

23.584 

6.996.358 

$        146.973,512 


26.111 
54,025.142 

$ 

3,299,577 
3,859,796 

$ 

1 ,936,039 
743,604 

959 

$ 

2,198,695 

$ 

91,760 
28,820,655 
14,793,579 

$ 

3,353,089 

15,053,437 

650.385 

S 

213.721 
377.751 

$ 

13.435.781 
3.332.329 

66.725 
694.375 

$ 

22.329.967 
54.386.267 
15.443.964 

66725 
695  334 

26.111 
54,025.142 

54.051.253 

7.159,373 

2,680,602 

2,198.695 

43,705,994 

19,056.911 

591 .472 

17,529,210 

146,973,510 

54.051.253 

$~ 

(8,454) 

7,167,827 

7,863,942 

696,115 

i~ 

22 

2.680.580 

2.730.881 

50.301 

$~ 

1,395 

2,197,300 

2,547,958 

350,658 

$ 

37,311,133 

(422,618) 

6,817.479 

7,003,057 

185,578 

$~ 

799,678 

15,365 

18,241,868 

21,312.912 

3,071.044 

$ 

3.567 
587.905 
739.217 
151.312 

$~ 

(408) 

22,214 

17,507.404 

19.139.695 

1.632.291 

$~ 

92.161.656 
(388  509) 

0 

55.200  363 
61,337,662 

0 

6,137,299 

General  Fund 
Special  Revenue  Fund 
Capital  Protects  Fund 
Interral  Service  Fund 
Unspent  Budget  Authonty 


27.051 
669,063 


696,114 


TtiB  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System  without  ad)ustment. 
Additional  nformation  is  provided  m  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 


8,140 
42,161 


50,301 


350,658 


350,658 


2,096 
183,482 


185,578 


$  91 

3,070,953 


3,071,044 


505 

$ 

1,131,382 

$ 

1,169,265 

50,808 

402,440 

644 

97,825 

4,869,565 

644 

97,K25 

151,313 


1,632,291 


6,137,:;99 
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Notes  to  the  Financial  Schedules 


1.    Summary  of  Significant 
Accounting  Policies 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  poHcy,  for  its  Governmental  and  Agency 
Funds.   In  applying  the  modified  accrual  basis,  the  department 
records: 


Basis  of  Presentation 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.   State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Internal  Service 
and  Nonexpendable  Trust  Funds.   Under  the  accrual  basis,  as 
defined  by  state  accounting  policy,  the  department  records  revenues 
in  the  accounting  period  earned  when  measurable  and  records 
expenses  in  the  period  incurred  when  measurable. 

Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment. 

Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 
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Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes.   The 
department  has  several  state  Special  Revenue  Funds  that  account  for 
activities.   These  include  Forestry  Operations,  Wastewater  Projects, 
Drinking  Water  Projects,  and  Renewable  Resource  Grants  and 
Loans  Program.   The  department's  Federal  Special  Revenue  Funds 
account  for  money  provided  to  the  state  from  federal  agencies.  Fire 
suppression  efforts  and  the  Tongue  River  Project  were  federal 
projects  at  the  department  during  the  audit  period. 

Debt  Service  Fund  -  to  account  for  accumulated  resources  for  the 
payment  of  General  Long-Term  Debt  Principal  and  Interest.  The 
department  uses  this  fund  for  the  bonds  issued  to  provide  funding 
for  Renewable  Resources,  Coal  Severance  Tax,  and  water 
development  projects. 

Capital  Projects  Fund  -  to  account  for  resources  used  for  purchase 
or  construction  of  major  capital  facilities.   The  long  range  building 
projects  account  is  used  for  repair  and  maintenance  of  the  various 
state-owned  facilities  used  by  the  department. 


Proprietary  Funds 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis. 
The  Forestry  Division,  Air  Operations  Bureau  maintains  and 
operates  aircrafts  to  aid  in  fire  suppression  and  is  the  only  Internal 
Service  Fund  at  the  department. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  State  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   The  department 
Agency  Funds  account  for  activity  such  as  protested  oil  and  gas 
royalties,  non-land  grant  interest  and  income,  hazard  reduction  and 
uncleared  collections.   The  Nonexpendable  Trust  Funds  account  for 
Common  School  Permanent  Trust,  University  and  College  Trusts, 
Morill  Permanent  Trust,  Deaf  and  Blind  Permanent  Trust,  Pine  Hills 
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School  Permanent  Trust,  Capitol  Building  Trusts,  and  Trust  and 
Legacy . 


2.    General  Fund  Balance 


Each  agency  has  authority  to  pay  obligations  from  the  statewide 
General  Fund  within  its  appropriation  limits.   The  department's  total 
assets  placed  in  the  fund  exceed  outstanding  liabilities,  resulting  in 
positive  ending  General  Fund  balances  for  each  of  the  two  fiscal 
years  ended  June  30,  1999,  and  June  30,  2000.  These  balances 
reflect  activity  at  the  agency  and  not  the  fund  balance  of  the 
statewide  General  Fund. 


Direct  Entries  to  Fund 
Balance/Cash  Transfers 


The  fiscal  year  1998-99  Schedule  of  Changes  in  Fund  Balances  and 
Property  Held  in  Trust  presents  a  51,903,818  direct  entry  to  fund 
balance  in  the  Nonexpendable  Trust  Fund.   The  direct  entry  includes 
an  adjustment  of  $1,826,271  to  move  land  incorrectly  recorded  in 
the  General  Fixed  Asset  Account  Group  to  the  Nonexpendable  Trust 
Fund. 


Direct  entries  to  fund  balance  in  the  General,  Special  Revenue,  Debt 
Service,  and  Capital  Projects  funds  in  fiscal  year  1999-2000  include 
entries  generated  by  SABHRS  to  reflect  the  flow  of  resources  within 
individual  funds  shared  by  separate  agencies.   Similar  transactions 
are  reported  in  these  funds  as  Cash  Transfers  in  fiscal  year  1998-99. 


Expenditure  Program 
(Sub-Class) 


As  part  of  the  implementation  of  a  new  accounting  system  in  fiscal 
year  1999-2000,  state  officials  determined  that  a  sub-class 
designation  would  identify  the  program  to  which  an  expenditure 
should  be  charged.   State  officials  did  not  require  nonbudgeted 
expenditure  transactions  to  be  identified  to  a  sub-class.   The 
program  designations  in  the  Schedule  of  Total  Expenditures  & 
Transfers-Out  for  the  fiscal  year  ended  June  30,  2000,  are  based  on 
the  sub-class  designation  used  when  the  expenditures  were  recorded. 
The  accounting  system  did  not  require  agencies  to  code  nonbudgeted 
accounts  with  a  sub-class  code  identifying  the  expenditure  program 
in  which  the  activity  occurred.   This  nonbudgeted  activity  is 
included  in  the  column  titled  "Program  (Sub-Class)  Not  Specified" 
on  the  Schedule  of  Total  Expenditures  &  Transfers-Out  for  the 
Fiscal  Year  Ended  June  30.  2000. 
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5.    Nonbudgeted  Activity 


The  majority  of  nonbudgeted  revenues/expenditures  and  transfer- 
in/out  activity  in  fiscal  years  1998-99  and  1999-00  in  the  Special 
Revenue  Funds  and  Debt  Service  Funds  are  related  to  bond  and  debt 
service  requirements  in  the  Conservation  Resource  Development 
Division.  The  Nonexpendable  Trust  Fund  nonbudgeted  activity 
relates  to  investment  earnings. 


6.    Long-Term  Debt 


The  state  of  Montana  issued  general  obligation  bonds,  a  portion  of 
the  proceeds  went  to  the  department  for  loans  related  to  drinking 
water,  wastewater,  and  water  development  or  renewable  resource 
projects.   During  the  audit  period,  the  following  general  obligation 
bonds  related  to  the  department  were  issued: 


Fiscal 

Fiscal 

Year 

Year 

1998-99 

Amount 

1999-00 

Amount 

Drinking  Water 

1998F 

$3,065,000 

2000A 

$2,990,000 

Wastewater 

Treatment 

2000B 

$3,325,000 

Renewable 

Resource 

Program 

1999 

$1,035,000 
$4,100,000 

Total 

$6,315,000 

The  department  did  not  issue  any  new  Coal  Severance  Tax  (CST) 
bonds  in  fiscal  year  1998  or  fiscal  year  1999.   At  June  30,  2000,  the 
department  had  a  total  of  $51,125,000  of  CST  bonds  outstanding. 

The  department  had  a  loan  from  the  U.S.  Bureau  of  Reclamation  to 
fund  the  Middle  Creek  Dam  project.   The  unpaid  loan  principal  as 
of  June  30,  2000,  was  $2,836,565. 

The  Northern  Cheyenne  Tribe  and  the  department  entered  into  an 
agreement  on  July  1,  1994,  in  which  the  tribe  agreed  to  loan  the 
state  up  to  $1 1 ,500,000  of  federal  funds  appropriated  as  part  of  the 
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Northern  Cheyenne  Indian  Reserved  Water  Rights  Settlement.   The 
loan  was  used  to  help  finance  the  costs  of  the  Tongue  River  Dam 
Project.   The  actual  amount  of  the  loan  was  $11 ,300.000.   The  loan 
is  interest  free,  but  the  state  must  repay  the  principal  amount  of  the 
loan  in  39  equal  and  consecutive  annual  installments  of  $289,743.59 
starting  December  1,  1999.   The  outstanding  principal  balance  at 
June  30,  2000,  was  $11,010,256. 


7.   Other  Financing  Sources 


The  Schedules  of  Total  Revenues  and  Transfers-In  contain 
substantial  activity  in  the  other  financing  sources  class. 


General  Fund  -  Transfer-in  of  earnings  from  the  Common  School 
Permanent  Trust  Fund. 

Special  Revenue  Fund  -  A  majority  of  the  activity  relates  to 
transfer-in  of  loans  receivable  from  other  funds  and  transfer-in  of 
federal  funds  from  the  Department  of  Environmental  Quality  for  the 
Clean  Water  and  Drinking  Water  State  Revolving  Funds. 


8.   Subsequent  Events 


The  2000  fire  season  was  one  of  the  most  significant  in  years. 
Department  personnel  noted  they  have  requested  approximately  $27 
million  in  supplemental  spending  authority  in  fiscal  year  2000-01  to 
cover  fire  fighting  costs.   Personnel  noted  that  after  reimbursement 
from  federal  agencies  and  other  state  agencies,  the  net  cost  to  the 
department  will  be  approximately  $9.1  million. 
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DEPARTMENT  OF  NATURAL  RESOURCES 
AND  CONSERVATION 

DEC  Z  9  2000 


MARC  RACICOT,  GOVERNOR 


STATE  OF  MONTANA 


DIRECTOR'S  OFFICE  (406)  444-2074 
TELEFAX  NUMBER  (406)  444-2684 


1625  ELEVENTH  AVENUE 


PO  BOX  201601 
HELENA,  MONTANA  59620-1601 


December  27,  2000 

Scott  A.  Seacat 
Legislative  Auditor 
Room  135,  State  Capitol 
Helena  MT  59620 


Dear  Scott: 

I  have  reviewed  your  recommendations  concerning  the  Financial  Compliance  Audit  for  the  two 
fiscal  years  ended  June  30,  2000  with  my  staff  and  have  enclosed  the  Department  of  Natural 
Resources  and  Conservation's  response  to  the  recommendations.  An  electronic  copy  in  Word 
format  will  also  be  forwarded  to  Scott  Hoversland,  Audit  Manager. 

My  staff  and  I  would  like  to  thank  you  for  the  insight  you  have  provided  to  our  programs. 
SincereJ^, 

BUD  CLINCH 
Director 


Cc:        Scott  Hoversland 
Ann  Bauchman 
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1)  We  recommend  the  department: 

A)  Ensure  nontreasury  cash  accounts  are  authorized  by  the  Department  of 
Administration  and  recorded  on  the  department's  primary  accounting 
records. 

B)  Communicate  proper  procedures  to  the  field  offices  for  establishing  and 
maintaining  nontreasury  cash  accounts. 

We  concur  and  appreciate  your  field  visits.  The  department  will  work  with  all  of  its  field 
offices  over  the  next  six  months  to  ensure  that  they  understand  and  follow  state 
accounting  policy. 


2)         We  recommend  the  department  ensure  payments  received  at  field  offices  are 
deposited  in  accordance  state  law  and  policy. 

We  concur.  The  department  will  inform  and  monitor  its  field  offices  to  ensure  they 
understand  and  follow  state  accounting  policy  in  MOM's  chapter  1200  and  deposit  fiands 
in  a  timely  manner. 


3)  We  recommend  the  department  work  with  the  Department  of 
Administration  and  the  Governor's  Office  of  Budget  and  Program  Planning 
to  develop  procedures  to  record  intradepartmental  transactions  to  ensure  the 
accounting  records  are  accurately  stated. 

We  concur.  The  department  will  meet  with  the  Dept.  of  Administration  and  the  Office  of 
Budget  and  Program  Planning  to  discuss  proper  accounting  for  grants  made  to  other  state 
agencies,  or  divisions  within  DNRC  authorized  in  HB6  and  HB7.  DNRC  has  been 
operating  under  Management  Memo  2-98-1,  which  apparently  does  not  comply  with  state 
law. 

4)  We  recommend  the  department  record  agency  fund  activity  in  accordance 
with  state  accounting  policy. 

We  concur.  The  department  will  request  two  new  state  special  revenue  (SSR)  funds  be 
established  and  move  activity  fi-om  the  agency  funds  to  the  SSR  funds. 


5)  We  recommend  the  department  properly  record  revenue  in  the  accounting 

records  by  fiscal  year-end  to  properly  match  revenue  and  expenditures  in  the 
federal  funds. 
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We  concur.  Federal  revenue  will  be  properly  recorded  to  match  expenditures  within 
fiscal  year  2001. 


6)         We  recommend  the  department  record  the  long-term  liability'  due  back  to 
the  state  revolving  fund  program  for  repayments  of  the  non-point  source 
projects. 

We  concur.  Liability  for  repayments  of  the  non-point  source  project  loans  will  be 
recorded  in  fiscal  year  2001 . 


7)         We  recommend  the  department  require  recipients  of  federal  funds  to  certify 
that  the  organization  and  its  principals,  if  any,  are  not  suspended  or 
debarred  as  required  by  federal  regulations. 

We  concur.  The  department  will  work  with  Bond  Counsel  to  get  a  certification  in  the 
bond  documents,  which  certifies  the  borrower  has  not  been  suspended  or  debarred  from 
participating  in  federal  assistance  programs. 
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